INTRODUCTION
During the past two decades, there have been growing concerns about the effects of globalisation on wages and employment, in particular the adverse impact on low-skilled workers generated by the developed countries' international trade with lower-income economies abundantly endowed with low-skilled labour. Likewise, the increased internationalisation of production by multinational enterprises (MNEs) has stimulated extensive international public debate on its effects on domestic activities.
The major concerns shared among policymakers and labour unions stem largely from the perception that international trade and outward foreign direct investment (OFDI) tend to reduce employment by exporting jobs, particularly those of unskilled workers. Similarly, international outsourcing is often opposed in the home country because it may replace exports and reduce labour demand by domestic firms. The changes in demand for labour in the home country may particularly affect low skilled workers, as international outsourcing essentially concerns the relatively more labour-intensive production processes. However, international outsourcing may enable domestic firms to enhance overall competitiveness (spillover effects), and thus boost employment opportunities in the home country.
The present paper investigates the relationships between three aspects of the globalisation process, i.e. exports, imports and outward foreign investment, and demand for skilled and unskilled labour, respectively proxied by white-collar and blue-collar labour (non-production and production workers, respectively). We use firm level data on exports, imports and OFDI for a sample of Belgian firms. Compared to similar studies for Belgium which previously only considered the effect of outward foreign direct investment in Europe (Cuyvers et al., 2005 ; Cuyvers and Soeng, 2010; Konings and Murphy, 2006) , our dataset covers international transactions and OFDI worldwide. We investigate whether exports to, imports from and OFDI to low-income and high-income countries differ significantly in their effects on demand for skilled and unskilled labour.
Using data for 1997-2007, our econometric analysis suggests that increasing import shares from low-income countries or investing in these countries significantly reduces demand for lowskilled labour, while it increases demand for skilled labour. An increase in exports generally raises demand for production workers, while it reduces demand for non-production workers. However, these effects are reversed if this increase in exports originates from low-income countries.
Considering the impact of OFDI, our results tentatively suggest that the setting-up of a new international investment project has a positive impact on demand for non-production workers one period before it is made. This positive effect is offset in the long run, particularly in the case of investment in low-income countries.
Our paper is structured as follows. Section 2 summarises the main theoretical and empirical insights of the existing relevant literature. In Section 3, we describe the data employed in our empirical exercise and present basic descriptive statistics. Section 4 briefly presents the methodological framework used, and Section 5 presents and discusses our main estimation results. Finally, Section 6 concludes.
GLOBALISATION AND DEMAND FOR LABOUR: THEORETICAL AND EMPIRICAL INSIGHTS

International Trade and Employment
The Heckscher-Ohlin-Samuelson (HOS) framework predicts that international trade induces a redistribution of employment away from import-competing sectors and towards the export-oriented sectors. When the domestic economy is liberalized, the import-competing sector contracts while the export-oriented sector expands. International trade therefore reduces the real income of the production factors with which a country is relatively poorly endowed, but induces an increase in rewards for the country's relatively abundant factors of production. This implies that internationalisation widens the gap between wages of unskilled and skilled workers in developed economies. The widening gap may be attributed to a decline in the relative prices of products involving intensive use of low-skilled workers in the industrialised countries. This theoretical prediction should provide an explanation for the observed relative worsening of the rewards of lowskilled workers due largely to lower demand for these workers in the developed countries, in particular in the US or in Europe, when trade is liberalised.
The potential explanations of the factor reward implication of international trade are based on the assumption that factor markets are clearing, which implies that the consequences of trade liberalisation for the owners of factors of production are entirely reflected by income adjustments at full employment, with low-skilled workers having their wages reduced. Yet this assumption does not seem to reflect the reality in the EU context where wage rigidity is present. This limits the scope for wage adjustments, therefore increasing the likelihood of employment adjustments. There have been a number of studies, attempting to examine empirically the impact of international trade on domestic employment. Pryor (1999) In modern international trade theory with imperfect competition, OFDI is considered as an intermediate good, which is exported by the parent company to a lower-cost host country where final output is produced by its foreign subsidiary there (Cuyvers et al., 1999) . Such activities are often pursued by vertical FDI aiming to take advantage of the differences in international factor endowments. Such relocation of production will disrupt the equilibrium of goods markets and, by implication, also that of labour markets in both the home and host countries.
The effects of OFDI on employment in the home country are summarized by Van Den Bulcke and Halsberghe (1979), Cuyvers et al. (1999) , Lundan (2007) and Dunning and Lundan (2008) , among others. These include production or job displacement effects, export-creating effects, and home employment and supporting firm employment effects. production effect: this effect occurs when foreign production in the host country replaces exports by the parent company to that country, or imports from the host country displace domestic production in the home country; export-creating effect: this takes place when foreign affiliates purchase raw materials, equipment, components, etc. from the home country, all of which may help to create new employment opportunities for workers at home; home employment effect: production abroad may also result in an increase in demand for labour in supervision, R&D, marketing and management in the home country; and supporting firm employment effect: this effect occurs in the home country as home country firms and institutions provide supporting services, such as accounting, banking, consulting services, etc. to multinational enterprises in the host country.
Direct effects of OFDI may be felt in output and/or employment, because OFDI activities may either raise or reduce output and/or employment in the home country. However, home-country effects of OFDI may depend on the types of investing multinational enterprises. Vertical OFDI often relocates stages of the production process, which were previously undertaken in the home country, to a low-cost host economy. These production shifts are likely to reduce value added, employment and other economic activities in the home country. However, in the long run these output-reducing effects could well be reversed if the investing MNE gains sufficient market shares via its foreign subsidiary (Navaretti and Venables, 2004 Horizontal OFDI will reduce the home country's exports to the host country and, by implication, the output of the home country's plants if products in the home and host country are substitutable.
Yet if foreign production uses inputs imported from the parent company, output in the home country will eventually rise, indicating that OFDI has trade-creating effects. OFDI can also affect domestic labour demand through changes in the relative skill intensity, as OFDI may change the composition of labour inputs employed in the domestic production facilities. In the case of vertical OFDI, it can be predicted that the relative demand for skilled labour is likely to increase because domestic production, which makes intensive use of unskilled labour, may now be shifted to a low-wage host country that is relatively well endowed with an unskilled labour force. For horizontal OFDI, skill intensity could also rise due mainly to the demand for headquarters' services such as R&D, design, management, etc. The shift towards more skilled labour in the domestic production process at home may also lead to changes in income distribution. The Stolper-Samuelson theorem predicts that the relative wages of unskilled workers will fall, while skilled workers' relative wages will increase due to higher demand for skilled labour at home.
An early study by Kravis and Lipsey (1988) , using 1982 survey data from the Bureau of Economic Analysis, suggests that OFDI slightly reduces employment in the US manufacturing sector. Slaughter (1995) shows that labour demand at home and abroad may be substitutes or complements, depending on whether capital is considered as a fixed or variable input. If capital is treated as a fixed input, demand for domestic and foreign labour appear to be substitutes, but demand for domestic and foreign labour seem to be complements if capital is considered as a variable factor of production. However, the estimated elasticities are not statistically significant. Brainard and Riker (1997) and Riker and Brainard (1997) find that foreign labour substitutes onefor-one for parent firm labour. Blomström et al. (1997) find that the net sales (sales minus imports) of all foreign affiliates of a parent i have a negative effect on employment in that parent firm, and that only affiliates' net sales in developing countries have a statistically significant negative impact. When breaking down parent employment into blue-collar (unskilled) and white-collar (skilled) labour, it is found that Swedish firms' foreign activities have a significant positive correlation with blue-collar employment in the parent companies. White-collar parent employment only shows a systematic positive correlation with sales of foreign affiliates in developing countries, but blue-collar parent employment is increased by foreign affiliate sales in both developed and developing countries. A study by Hansson (2005) suggests that increased Swedish MNE activity in the non-OECD area is associated with an increasing share of skilled labour in the total wage bill in Sweden.
Hatzius (1998) and Braconier and Eckholm (2000) find support for the hypothesis that multinational corporations reallocate employment as relative costs change. Ekholm and Hakkala (2008) find that offshoring to low-income countries is associated with a labour demand shift from low-skilled workers to high-skilled ones, but offshoring to high-income countries is associated with a shift in the opposite direction. Social Security Data Warehouse: average wage and employment by type of workers.
We collected information on value added, total output, consumption of intermediate inputs,
capital stock, blue-collar and white-collar employment, average wage for blue and white-collar workers, total exports, total imports, and the number of outward foreign direct investment projects.
Exports, imports and number of OFDI links are observed by type of country of destination and origin respectively (low-income versus high-income). As there are no data available on skilled and unskilled labour, we assume that low-skilled and high-skilled employment may be approximated by blue-collar and white-collar employment. Moreover, in the rest of the paper, production / nonproduction labour and blue-collar / white-collar labour are used interchangeably.
We restrict our selection to the manufacturing sector and to profit maximizing firms 4 observed for at least five consecutive years. Selected firms report at least five non-clerical workers and at least five clerical workers in their labour force, positive wage bill, value added, sales, intermediate inputs and capital stock over the period under consideration. We also exclude firms which declare a value of total exports greater than their annual turnover or a value of total imports greater than their annual consumption of intermediate inputs. Finally, our sample excludes outliers in the growth rate of average wages, capital stock and output.
We end up with 20,766 observations and 2,458 firms. Out of these firms, 2,324 are exporters, 2,011 export to low-income countries, 5 2,837 are importers, 1,841 import from low-income countries, 521 are "FDIers", i.e. firms which engage in FDI, and 204 have FDI projects in lowincome countries.
1
According to the Belgian legislation, in 2007, a firm had to file its annual accounts using the full account scheme, either when its yearly average number of employees is at least 100 or when at least two of the following thresholds are exceeded: (1) yearly average number of employees is 50, (2) turnover (excluding VAT) amounts to at least EUR 7,300,000, (3) total assets exceed EUR 3,650,000. In general, the latter two thresholds are altered every four years in order to take account of inflation.
2
Trade data come from either the Intrastat inquiry (for intra-EU trade) or from customs data (for extra-EU trade). Participation in the Intrastat inquiry (pertaining to intra-EU trade) is subject to statistical thresholds:
(1) in 1997, total exports or imports of at least EUR 104,115 per year, (2) from 1998 to 2005, total exports or imports of at least EUR 250,000 per year, or (3) from 2006 onwards, total exports of at least EUR 1,000,000 or total imports of at least 400,000 EUR per year. Customs data are collected for all transactions amounting to a value of at least EUR 1,000 or a weight of at least 1,000 kilograms.
3 From 1997 to 2000, the survey included the firms that reported FDI transactions in their balance of payments returns. From 2001 onwards, the survey covers firms for which one of the following thresholds is exceeded: (1) financial fixed assets of at least EUR 5,000,000, (2) equity of at least EUR 10,000,000, or (3) balance sheet total of at least EUR 25,000,000. 4 Profit maximising firms are defined according to their legal form, e.g. non profit associations and public authorities are excluded. Table 2 reports information on the relative importance of exports, imports and international expansion at the firm level. As Table 2 shows, the average exporter sold between 45 and 49% of its production abroad during our sample period. However, exports to low-income countries only We define a firm as a new exporter in period t if it exports in t and t+1 without exporting in t-1. 7 We define a firm as a new importer in period t if it imports in t and t+1 without importing in t-1.
8
A firm becomes a multinational in period t if it reported no FDI links in t-1 and some FDI links in t.
As for import shares, the average importer acquired between 34% and 36.5% of its intermediate inputs abroad over the sample period. We also find that imports from low-income countries increase in importance over time, but their share in total input consumption remains relatively small (between 2.5 to 4.2%). Changes in reporting thresholds may also partly explain the increase in the import share observed in 2006.
Finally, a Belgian firm that owns plants abroad operates on average between 3.6 and 6.2 foreign units and between 0.5 and 1.5 units in low-income countries. To r.o.w (4) To l.i.c.
From r.o.w (4) From l.i.c.
In r.o.w (4) In l.i.c. 
ECONOMETRIC SPECIFICATION
In this section, we describe the empirical methodology that we use to assess the impact of exports, imports and OFDI on employment by type of workers.
4.1
Long-run effects of export share and import share
To analyse the impact of increases in export or import shares on production and nonproduction labour demand, we use a dynamic version of a translog cost share equation. (production and non-production labour) and assuming that the capital stock is predetermined, as
where , is the cost share of non-production labour in total labour cost of firm at time ;
is the log of the relative wage of non-production workers of firm at time with regard to production workers; is the log of the real value added of firm at time ;
is the log of the real capital stock of firm at time ;
is either the share of total exports in total production or the share of total imports in total consumption of intermediate inputs of firm at time ;
is either the share of exports to low-income countries in total production or the share of imports from low-income countries in total consumption of intermediate inputs of firm at time ;
is a set of time dummies;
is a set of firm-specific fixed effects; and is an i.i.d. shock.
The estimation of this cost share equation allows for recovery of the production and nonproduction labour demand elasticities with respect to the different explanatory variables. For instance, the Hicksian wage elasticity of the demand for non-production workers, , with respect to their own wage, , is given by 1
while the Hicksian wage elasticity of the demand for non-production workers, , with respect to the wage of production workers, , is given by
Taking advantage of the fact that the cost share of production and non-production workers adds up to 1, the elasticity of the demand for production workers, , with respect to their own wage, , or with respect to the wage of non-production workers, ,is given by 1
and (5) More generally, the elasticity of the demand for non-production and production workers with respect to the other explanatory variables is given by
and (7) where is either the real value added, the real capital stock, the export share or the import share and is the parameter associated with that variable in equation (1).
As they are a function of the cost share of non-production workers, these elasticities are commonly evaluated at the sample average.
To allow for labour adjustment costs, we follow Holly and Smith (1989) and Kearney (1997) , and we consider a dynamic version of the cost share equation. In that setting, we consider an error correction cost share equation with two lags given by:
Rearranging the different terms of equation (8), we obtain
This equation is a standard dynamic equation with two lags. In order to compute long-run labour demand elasticities using the formulas presented in equations (2) to (7), we may recover the parameters of the long-run equilibrium equation, from the estimated , using ; ; ; ;
The parameter, which measures the speed of adjustment, is given by .
The parameters of the short-run dynamics can also be recovered using 1 ; ; ; ; ; ; ; ; ; ; .
In Section 5, we estimate equation (9) using the standard system generalized method of moments (GMM-SYS) estimation (Blundell and Bond, 1998) and we recover the long-run elasticities at the sample average using our estimated coefficients. However, as these elasticities are non-linear functions of the estimated coefficients, one cannot directly infer the significance of these elasticities.
To solve this problem, we opt for bootstraps, 9 as in Ekholm and Hakkala (2008) . Using 1,000 randomly selected samples, for which our GMM-SYS estimation successfully passes all specification tests (especially the Hansen test and the AR(2) test), we are able to construct an empirical confidence interval for each elasticity to test its statistical significance.
Long-run effects of new OFDI
To analyse how international expansion, through the development of new OFDI projects, affects domestic demand for production and non-production workers, we use two frameworks. First, we start from the long-run cost share equation (1) with two different definitions for and : the number of FDI projects (in low-income countries only) managed by firm at time , or a binary variable that indicates that firm has FDI projects (in low-income countries only) in period .
Because these two variables are discrete and do not vary a lot over time, a dynamic framework similar to the one used in Section 4.1 is not deemed appropriate. Therefore, we only considered the static model, and directly estimated equation (1) with standard panel data techniques with firmspecific fixed effects. We still use bootstraps to construct empirical confidence intervals for the derived elasticities.
Second, we also try to assess the impact of new FDI projects on production and nonproduction labour demand using a set of equations, inspired by the event study approach, that 9 See Horowitz (2003) for details about the use of bootstraps in econometrics.
model the change in production or non-production labour around periods where new FDI projects are initiated.
We consider a set of four equations for each type of labour.
(10) (11) (12) (13) where is the log of labour demand of type by firm in period ;
is a binary indicator of new FDI projects abroad by firm in period ;
is a binary indicator of new FDI projects in low-income countries by firm in period ; Equation (10) tests a potential "anticipation effect" of new FDI projects on employment. A contemporaneous effect is tested in Equation (11) . Equations (12) and (13) This set of equations is estimated on a restricted sample. As we want to see the effect over time of the occurrence of one direct investment in period t, we restrict our sample to the observations for which the following restrictions are fulfilled.
0.
ESTIMATION RESULTS
Long-run employment effects of exports and imports
As explained in Section 4.1., to estimate the long-run employment effects of exports and imports, we consider a dynamic cost share equation (Eq. (9)). This equation is estimated using GMM-SYS for a large number of randomly generated samples (around 15,000 samples for both the export share equation and the import share equation).
To derive the parameters of Eq. (8) and the related long-run elasticities of demand for production and non-production labour, we only consider the results associated with the random samples for which the GMM-SYS estimation passed the specification tests (AR(2) and Hansen tests), leaving us with a set of 1,000 valid replications. These 1,000 replications form the basis for computing point estimates and confidence intervals of Eq. (8) parameters and of the long-run elasticities. Table 4 .
Considering the results presented in Table 4 , and focusing on the impact of the share of imported inputs, our results seem to indicate that the share of total imported inputs in total input consumption has no significant impact on demand for either production or non-production workers. Notes: The point estimates presented are the average of the estimated values of the different parameters obtained using 1,000 replications of the estimation of equation (9) with GMM-SYS based on randomly selected samples. For each replication, the GMM-SYS estimation passes all standard specification tests (AR(2), Hansen) , using only GMM-type instruments for the lagged cost share. Other variables are instruments by their past values. The confidence interval is constructed using the 2.5 and 97.5 percentile of the empirical distribution of the 1,000 estimations available for each parameter.
** indicates significance at the 5% level, using the 95% empirical confidence interval.
* indicates significance at the 10% level, using the 90% empirical confidence interval (not reported). that has a negative impact on unskilled labour demand in the developed countries, as is evident from the finding observed that a reduction of trade barriers has prompted the developed countries to switch from producing all the manufactures they consume towards specialising in the production of skill-intensive manufactures and relying on imports from developing countries for their supply of low-skill-intensive manufactures (Wood, 1995) . Based on the estimated semi-elasticities, 10 a one percentage point increase in the share of imports from low-income countries, ceteris paribus, reduces demand for production workers by 0.6%, while it increases demand for non-production workers by 0.9%. The reason for the positive estimated coefficient in the case of non-production workers may be that a relatively large proportion of imports from low-income countries consist of intermediate inputs that need further processing by relatively higher skilled workers for re-exports;
this is supported by the fact that a significant share of Belgium's exports go to low-income countries.
If production workers and non-production workers are considered as proxies for low-skilled and high-skilled employment respectively, these results seem to indicate that the increased globalisation of the world economy -, and especially the greater participation of low-income countries such as China or India -, has led to a significant amount of skill-upgrading in the Belgian economy, seemingly induced by skill-biased technological change (Bernard and Jensen, 1997). (9) with GMM-SYS based on randomly selected samples. For each replication, the GMM-SYS estimation passes all standard specification tests (AR(2), Hansen), using only GMM-type instruments for the lagged cost share. Other variables are instruments by their past values. The confidence interval is constructed using the 2.5 and 97.5 percentile of the empirical distribution of the 1,000 estimations available for each parameter.
* indicates significance at the 10% level, using the 90% empirical confidence interval (not reported).
The remaining estimated elasticities are of reasonable magnitude, except for the labour demand elasticities with respect to capital which have unexpected signs. Based on Table 4 , nonproduction workers are substitutes for capital while production workers are complements to it. 10 As the z variables are expressed in percentages, the estimated coefficient associated with these variables is the semi-elasticity of labor demand with respect to z.
As expected, globalisation measured by the increase in imported inputs from low-income countries seems to reduce demand for production workers in the importing country (Belgium) while, with respect to exports, it generates positive effects on non-clerical employment when globalisation is measured by the share of exports in total turnover. Our results are in line with a number of previous studies (Anderton and Brenton, 1999; Bella and Quintieri, 2000; Cuyvers et al., 2003) .
Increases in export shares seem to significantly increase demand for the blue-collar labour, while they significantly reduce demand for white-collar workers in Belgium's manufacturing sector. Based on our results, a one percentage point increase in the share of exports increases demand for production workers by 0.15%, while it reduces demand for non-production workers by 0.23%.
However, these effects are offset and even reversed if the increase in the export share comes from an increase in the share of exports to low-income countries, as a one percentage point increase in the export share which originates from low-income countries reduces demand for blue-collar labour by 0.77% overall, and increases demand for white-collar workers by 1.13%. In a small, open economy such as Belgium, imports from a low-income economy may, as explained earlier, contain a large component of intermediate goods which need to be further processed for exports by relatively higher skilled workers, thereby increasing demand for highly skilled labour at the expense of lower-skilled labour. The remaining elasticities are similar in magnitude and sign to those obtained with the import share equation.
5.2
Long-run employment effects of OFDI As mentioned in Section 4.2, the long-run employment effects of OFDI cannot be estimated with a similar framework as the one used to study the impact of exports and imports, as our measure of OFDI activity (either a variable that counts the number of FDI projects managed by each firm or a simple OFDI indicator variable) is discrete and is either constant over the firm's individual observation period or varies infrequently over that period, which makes the estimation of a dynamic equation inappropriate.
In the following two sub-sections, we therefore present the results obtained using two different methodologies. First, we consider the static version of the cost equation (Eq. (1)). Second, we analyse the (anticipated / contemporaneous / long term) impact of the event "setting-up of a new FDI" on production and non-production employment in the parent company. (1)) with either the number of OFDI links or an OFDI indicator. Referring to the results associated with the first measure of OFDI, we find that international expansion seems to have a significant effect on demand for both production and non-production workers. An increase in the number of plants abroad tends to reduce domestic demand for production workers while it increases demand for non-production workers, pointing to further skill-upgrading in Belgian manufacturing parent firms. This finding is in accordance with Blomström et al. (1997) and Hansson (2005) . These results may be interpreted as indicating that more foreign affiliates are associated with transfer of the more labour-intensive activities -which use relatively more low-skilled workers -to the foreign affiliates located in a host country where labour cost is comparatively lower, but the more capital-intensive activities are kept in the parent firm. The significant, positive correlation between the number of OFDI links and non-production employment may also suggest that more FDI abroad needs additional supervisory, management, marketing and R&D personnel in the parent company at home.
A static cost share equation with OFDI
According to the estimated coefficients for non-production and production employment, the setting-up of a plant abroad reduces blue-collar employment by 0.003% while it increases demand for white-collar employment by 0.004%. In economic terms, these effects seem to be relatively small. However, the destination of the foreign investment does not seem to matter, as the number of plants owned in low-income countries does not seem to affect demand for both types of labour, since it is not statistically significant. Regarding the impact of 'being a multinational' on domestic labour demand, the results reported in Table 5 indicate that starting to operate in low-income countries reduces demand for production workers in Belgium; this is consistent with Elia et al. (2009) . However, it is found to increase demand for non-production workers, in line with the findings of Egger and Egger (2003) and Castellani et al. (2008) for Austria and Italy, respectively, though these effects are only significant at the 10% level.
With respect to (direct or cross) wage elasticities, our estimation results are in line with those presented in Section 5.1. However, the magnitude of the elasticities with respect to value added and capital stock is much smaller than those presented above. (1) based on randomly selected samples. The confidence interval is constructed using the 2.5 and 97.5 percentile of the empirical distribution of the 1,000 estimations available for each parameter.
* indicates significance at the 10% level, using the 90% empirical confidence interval (not reported). Table 6 presents the estimation results of the set of equations (10) to (13) which characterises the effect of the setting-up of (at least) one new OFDI in period t on demand for production and non-production workers and on value added. 11 Our estimation results suggest that, if we control for changes in output, capital stock and wages, the setting-up of a new OFDI in period t has a positive and significant anticipation effect on non-production employment in t-1, indicating that firms that plan to invest abroad hire new clerical workers in anticipation. However, if this new investment takes place in a low-income country, it has 11 The effects of new OFDI on relative wages and capital stock have also been estimated. We do not find any significant impact on these variables in the case of the new OFDI indicators. Results are therefore not reported in the paper, but are available on request. a negative effect on clerical employment in t-1. For blue-collar workers, we find no significant anticipation effects of OFDI, while we find a weakly significant anticipated impact on value added. Notes: ** indicates significance at the 5% level; * indicates significance at the 10% level.
The effects of new OFDI on domestic employment
Standard errors in brackets
Estimated equations include sector specific time dummies
On impact, effects are still relatively moderate. The setting up of the new foreign facility still increases demand for non-production workers (though the positive effect is only weak). Production workers are now negatively affected, but only when the investment takes place in a low-income country. A new investment abroad reduces demand for blue-collar workers by 0.03% on impact. No effects are found for value added. OFDI therefore has no indirect effects on employment through output.
The negative impact of investment in low-income countries on demand for production workers increases after one period (in t+1, the decrease in employment compared to its pre-investment level is of 0.06%) while we cannot find any effect on non-production labour. Nevertheless, we find that the coefficient associated with new OFDI in low-income countries becomes more negative between t and t+1.
These negative employment effects on production and non-production workers are even larger in t+2. After two periods, both effects are significant, and the cumulated decrease in employment of production and non-production workers in t+2 compared to the pre-investment period amounts to 0.07% for both categories.
It is important to stress that these estimated effects are computed after controlling for changes in value added, capital stock and relative wages. If OFDI generates production shifts and disinvestment in the home countries, the total OFDI effects differ from those associated with the dummy variables. However, as mentioned above, we do not find that OFDI has any significant effect on the other explanatory variables.
CONCLUSIONS
The increased integration of the world economy affects the composition of labour demand in the home country in various ways. In particular, increased international trade with, and international investment activities in, less-developed countries tend to displace lower-skilled labour-intensive production, which leads to a reduction in demand for low-skilled labour in the home countries. The motivation for the current paper centres on the question of the effects of the increased international trade and outward FDI and its consequences for labour demand by skill levels in Belgium's small, open economy.
In the present paper, we investigate how the internationalisation of Belgian firms affects domestic demand for low-and high-skilled workers, using a dynamic error-correction framework derived from the translog production function. By analogy with previous studies, we use white-collar and blue-collar labour as proxies for skilled and unskilled labour respectively. To detect differential labour-demand effects, a distinction is made between home-employment effects of the firms' internationalisation in high-income countries and low-income economies, through international trade and outward foreign direct investment. Our analysis using company-level data over 1997-2007 suggests that imports from low-income countries increase demand for high-skilled workers, but reduce domestic demand for low-skilled workers.
Our findings indicate that exports have exerted a negative impact on white-collar workers, but increased domestic demand for blue-collar workers. However, when export destinations are differentiated, we find that exports to low-income countries are beneficial for white-collar workers, but hurt blue-collar workers.
Finally, with respect to outward FDI our econometric results also suggest that investing in lowincome countries significantly reduces demand for low-skilled labour, while it increases demand for skilled labour. Our results also tentatively suggest that the setting-up of a new project increases demand for non-production workers one period before the investment is made. This positive effect is, however, offset in the long run, particularly when investment is directed to low-income countries.
